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The Annual General Meeting of the Shareholders of Steep 
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LETTER FROM THE PRESIDENT 


‘To THE SHAREHOLDERS: 


The new pellet plant which came into production in the fall of 1967 is now 
approaching a consistent full capacity operation. Changes were found necessary to 
adapt the equipment to achieve the originally planned rate of production. Although 
earlier anticipations were not completely realized in 1968, shipments totalled 
1,300,000 tons which included 1,057,650 tons of pellets. 


Due to the lower than anticipated volume of pellet production, operating 
expenditures were higher than anticipated. This will no doubt adjust itself in 1969 
when the plant is expected to be producing at full capacity. 


Operating profit for the year before interest, write-offs and other charges was 
$9,260,000 ($8,324,000 in 1967). Net earnings for the year after reflecting a full 
year’s interest $2,167,700 ($926,300 in 1967) on the new bonds as well as all other 
charges were $3,832,600 ($4,138,000 in 1967). Cash generated from operations was 
$6,904,000 ($7,123,000 in 1967). A dividend of 30 cents per share was paid on 
November 27, 1968 accompanied by a decision to give consideration to putting 
dividends on a semi-annual basis starting in June 1969. 


Capital expenditures for the year were $1,874,100 including $1,047,550 on 
the pellet plant, and $654,700 on open pit equipment. 


Working capital at December 31, 1968 was $10,277,100 ($10,353,500 in 
1967). 


Discussions in progress with steel companies could lead to a decision to go 
ahead with the development of your company’s Lake St. Joseph property in North- 
western Ontario. As reported previously it is estimated that this property's ore reserve 
is capable of yielding a minimum of 160,000,000 tons of pellets and can sustain an 
open pit operation, producing up to 5,000,000 tons of pellets annually. Algoma Steel 
Corporation already holds a substantial interest in the property under the existing 
joint venture agreement with Steep Rock. 


REVIEW AND OUTLOOK 

While iron ore prices have not been increased since 1961, (in fact the price 
was reduced by 90c in 1962) cost increases, particularly in wage rates, have required 
increasing pressure for operating innovations and cost restraints. Although this seven 
year period has also witnessed a major technological change in the iron and steel 
industry involving a requirement of more sophisticated and more costly products, your 
company has established itself as an important producer of iron ore pellets. 


The Canadian steel industry continues to maintain a strong trend, producing 
an estimated 11,138,000 tons in 1968 compared with 9,694,000 tons in 1967. 
Importantly for the Canadian iron ore industry, its plans for expansion appear to be 
founded increasingly on the use of Canadian iron ore. The steel industry in the 
United States in 1968 produced approximately 130,000,000 tons of steel as com- 
pared with 127,213,000 tons in 1967. 


Boarp AND MANAGEMENT CHANGES 

After a quarter century of distinguished service to the company, Mr. Cyrus S. 
Eaton resigned as Chairman of the Board and Mr. William Daley resigned as a 
director. The two vacancies were filled by Mr. Jakob Isbrandtsen and Dr. A. E. 
Rising, Jr., of New York, N.Y. Mr. John Paterson, Vice-Chairman, was appointed 
Chairman of the Board and Mr. Jakob Isbrandtsen was appointed Chairman of the 
Advisory Committee. Mr. Julian Cross, original discoverer of the Steep Rock property 
and a director since 1939 and Mr. W. J. Huston, former Executive Vice-President 
resigned and Mr. Frank H. Logan and Dr. John D. Dale have been elected to fill the 


vacancies on the Board. 


The continued support and co-operation of shareholders and employees is 


gratefully acknowledged. 


By OrpER OF THE BoarD 


NEIL EDMONSTONE 


January 28, 1969 PRESIDENT 


BALANCE SHEET AS AT DECEMBER 31, 1968 


(WITH COMPARATIVE FIGURES AT DECEMBER 31, 1967) 


1968 1967 
ASSETS 
Current AssETS 
GAT s MRE RIM, Sy Peer LM Sera SI. uh Met eo $$ .1574637 S 532,257 
Short term investments at cost which approximates 
market: Valdes. n.r) ee eae eee ee ee ee PA OAR STA 4,690,526 
Marketable securities at cost (quoted market value ‘ 
1968 —= $2,655,000; 1967 -— $2,028,000) ee eee L.G325/38 1,632,738 
Accounts :receivable(Notes]) ca...) 5.-en a ee Df 9929 4 820,998 
Claims pending and recoverable items ..................0.cc:cceeeceees 46,140 92,616 
Inventories (Note s2) is. sec ecs 1 eee 350,190 1,136,347 
Supplies ‘at average costs... gee ee eee 916,985 887,583 
Prepaid: expenses. 25 ..uees cin iene 433M Pe eee 
13,074,607 13,928,236 
Frxep AssETS 
Buildings, machinery and equipment at less than cost .............. 55,689,600 56,731,810 
Lessxaccumulated depreciation 9455.11.50 nee eee eae 23,830,761 23,819,535 
| 31,858,839 32,912,275 
Mining: properties (Notess3;.9 and! 1G) (ences eee ee 4,386,393 4,386,393 
36,245,232 37,298,668 
OruHeEr AssETS 
Investment ingtownghousine gs eee ee eee ee 1,133,837 1,134,421 
Investment in subsidiary companies (Note 4) .........0..0..c:ce 83,820 146,324 
Shares in and advances to other companies at less than cost 
Shares:(amlisted) scent ten nets c certains eee ke 331,498 331,488 
PNCVANICES Me teed cose rete h nea rimnsnad acer uae ucla arene acta ___ 269,786 ___ 265,286 
1,818,941 1,877,519 
DEFERRED CHARGES 
Deferred operating expenditures 2. 2.t ict c te wk tester yee 105,250 
Research expenditures (net) on ore processing (Note 5) ............ 506,216 810,124 
Deferred development expenditures less amounts written off 
(CIN@te LED cel at, Ate cop tne shes ete ttc oats da ingame oes 74,057,017 74,004,724 
74,668,483 74,814,848 
$125,807,263 $127, 919271 


INCORPORATED UNDER THE LAWS OF ONTARIO 


LIABILITIES 


Current LIABILITIES 


Accounts payable and accrued liabilities 0000000000 


Accrued interest on bonds .................. 


Funpep Dest (Notes 6 and 10) ................ 


Royatty Loan (Notes 7 and 10) .............. 


SHAREHOLDERS Egurity (Note 8) 


Preference shares of $100 each 
Authorized — 10,000 shares 

Common shares of $1 each 
Authorized — 10,666,666 shares 
Issued — 8,063,652 shares 


SGRETIDULEd “SUL DUS «o.c5¢sssc cera sasssnindesten: 
PLCEAIMER CALTUINGS recto acs angecdesnav wieeteiesses, 


Approved by the Board 


N. EDMONSTONE, Director 
JOHN PATERSON, Director 


1968 


$ 1,678,568 


160,870 
958,021 


2,191,409 


31,304,478 


~ 3611,398 


8,063,652 


3,674,670 
76,355,601 


88,093,928 


$125,807,263 


1967 


$ 2,497,329 
167,496 
909,886 


3,574,711 


32,444,856 


4,768,437 


8,063,652 
3,674,675 
75,392,940 


87,131,267 
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STATEMENT OF EARNINGS 


YEAR ENDED DECEMBER 31, 1968 
(WITH COMPARATIVE FIGURES FOR 1967) 


1968 
INCOME 
sales andsothen operating revenue (jason eee ee $ 14,278,472 
Royalty-and:investmentsincomess 4,712,324 
18,990,796 
Cost AND ExpENSES 
Operating: costs other than below... ee 8,985,646 
Administrative and corporate EXpeMseS <........c:cccececesceserneereneete 745,014 
Interestzon, bonds and royallysloana ee eee 21G7, 710, 
Exchange loss on bonds and royalty loan payments .................... 97,324 
Depreciation’ (Notes) 2) erase ek ene een ee gs 2,009,226 
Deferred development expenditures written off (Note 12) ........ 854,119 
Research expenditures written off (Note 5) oo... 2525539 
Outside exploration expenditures and write-offs ...0.00.00000.00000.. 46,586 
15,158,164 
Net Earninecs for the year (Notes 14, 15 and- 16) ........0..c ce $. 3,832,652 


1967 


$ 10,201,639 
4,202,581 


14,404,220 


D903;517 
716,243 
926,313 

87,838 

ZAI 772 
608,395 
230,509 
187,616 


10,266,073 


$ 4,138,147 


STATEMENT OF RETAINED EARNINGS 


YEAR ENDED DECEMBER 31, 1968 
(WITH COMPARATIVE FIGURES FOR 1967) 


1968 


Boo anew ale DECI TINA < OF CAT 8s 55 co Mesa .casyezcsilsanicntconaautdon Mieaomecotosuertconein $ 75,392,940 
Add: 
Ne teeatnincsrlore the: year reco ee oi | ee ee ane aero 3,832,632 
Appropriation for decline in market value of marketable 
Se ciILIMeseIOnlOmeer EQUATE 1 242,.4./acasscar dante ol tanaeee hee ater 
79225, 972. 
Deduct: | 
Dividendi—=- 300 per: sliare 2200.40 er ec. ceetenc, Hote eee re 2,419,096 
HYAV ATIC COSESE Sete ct otc Heschiak eo sacue es and dean Race Be emt are ae 
South concentrator building written off ......0.0......ccceeeeeees 450,875 
2,869,971 
palate wat (ETA OE eV OAT 9 85. nes iedlian eee a eee $ 76,355,601 


1967 


$ 73,280,026 


4,138,147 


400,000 
TEAR TS 


2,419,096 
6,137 


429,233 
$ 75,392,940 


STATEMENT OF DEFERRED DEVELOPMENT EXPENDITURES 


YEAR ENDED DECEMBER 31, 1968 
(WITH COMPARATIVE FIGURES FOR 1967) 


1968 


Balancesdeferréd ‘at beginning: Of year’ c.:2:5.cde:<ocnces-eveeeararucntens 7pteees $ 74,004,724 
Overburdencremoval £5, ines ee oe darren oe Cee 3,045,312 

Pim pitigs FOLEY oc ccccati cane ee ome ca acs Ree ears st Ae eee 
Structural “drilling from underground |27.......c4 eee ee 342,547 

Depreciation’ 01.25. 2be ccna ot cere ee 
Total expenditures for the year .......... Scioto aisha Gin ea esac ee eee 3 ,30/6009 
11392583 

Deduct amounts written off to operations (Note 12) 

Operating Costs ..:.cescgcsceoaee cee aah ante eae os er eee es 2,481,447 
Deferred development written Off .............0ccccccccccceeeeceeteteeeeeeeees 854,119 
3,335,566 

Development expenditures prior to mines going into production and 

$5,999,289 ($5,367,226 in 1967) subsequent overburden removal 
costs deferred satsendtorsyearaneg cient amc nae eae eee $ 74,057,017 


1967 © 


$ 72,326,947 


4,828,882 
D1, 902 
295,071 
82,244 


5,263,786 
11,990,735 


2,977,614 
608,395 


3,586,009 


$ 74,004,724 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


YEAR ENDED DECEMBER 31, 1968 
(WITH COMPARATIVE FIGURES FOR 1967) 


Source oF Funps 
From operations 


Net earnings as per statement of earnings ............0.0.0000000 
Add depreciation and amortization which did not represent 
CaS OU Elance tates Peeie ett ont ct ce Bee ee een 

BaBOEG SECs ASCE Struma xs ot cians ead on tls ies eR eS 
OGL eRNS Tine bir ete EE Be a. 3 end ei 
einorem fromucapitan fundss. we 2h sila ee ee 
Allowance for decline in market value of marketable securities 
Molton ger WECUITed et no atten cronies 


APPLICATION OF FUNDS 


Expenditures deferred in current year less depreciation in 1967 
which. did not represent cash: outlay” .....-<...cxo-reponteerecseees 


UNAGIEIORSS TOS EIKER ASSCESTE co oe ee ee he ais cavcds ee 
PAV IMCN EGON TOV ALGY. LOANS Cee tf 0 en ae ware asia tconimnaet Uanventetese: 


Tera ee a ne ne a te ae ta eel en 


(WSSLES ER C6y aS seri ha lh a MOM er al om Uke ah 


Principal payment of funded debt due within one year 
Pranisterred, fO,CuITent: abies 3.1m 2.2... ee ee 


Inetease (decrease) im working Capital: \...6.0 secctecceeensacseeestuntssenactvonee 
Wy orkuag.capitalyat, begining Obs yea oe jgcic. ects dix voan drow enardh eaeeacsos 


DV GORING UC ARIAT: abrendeOl year sia, Aeon cists sen geitennt yawns cchaneate 


1968 


$ - 3,832,632 


307 O91 


6,903,723 


462,232 
58,578 


1,424,933 


910,293 
1,874,104 
1,157,039 
2,419,096 


179,663 


960,715 
7,500,910 


(76,377) 


10/353,92). 
$ 10,277,148 


1967 


$ 4,138,147 


2,984,746 
22,895 
275,864 


10,958 
11,080,000 


400,000 
18,889,715 


2,870,037 
11,277,740 
945,557 
2,419,096 


905,848 


18,418,278 


471,437 
9,882,088 


$10;353,525 
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NOTES TO FINANCIAL STATEMENTS 


1. ACCOUNTS RECEIVABLE 


Accounts receivable include amounts for ore sold but 
not yet shipped amounting in 1968 to $1,689,646; 
(1967 — $2,533,838). 


2. INVENTORIES 


Coincident with the commencement of pellet plant 
production in 1967 which provides a continuous 
operation, iron ore produced in excess of pellet plant 
requirements or for subsequent shipment and pellets 
produced but not yet shipped, have been valued at 
the lower of cost and net realizable value. 


3. MINING PROPERTIES 


Mining properties are carried at $4,386,393, compris- 
ing a purchase cost of $2,459,456 and a valuation 
adjustment made in 1943 of $1,926,937. 


4. SUBSIDIARY COMPANIES NOT CONSOLIDATED 


Investment in subsidiary companies, $83,820, repre- 
sents the company’s investment in Steerola Explora- 
tions Limited and Sanjo Iron Mines Limited and 
comprises shares at cost, $8, and advances $83,812. 


An investment in another subsidiary company, Don 
Park Homesites Limited (a limited dividend housing 
corporation) is included in the balance sheet heading 
“Investment in town housing” and is comprised of 
shares and debentures at cost, $105,953, and ad- 
vances $533,552. 

The accounts of these subsidiaries have not been 
consolidated because their operations are not of sig- 
nificant importance to the company’s operations. The 
subsidiary companies have no retained earnings and 
no profit or loss in their 1968 fiscal years. The 
unpaid interest on Don Park Homesites Limited 
debentures (all of which are held by the parent 
company) and on advances from the parent company, 
has not been taken into the earnings of the company. 


5. DEFERRED RESEARCH EXPENDITURES 


These represent experimental capital and operating 
expenditures on ore processing methods for special 
products after deducting the proceeds of trial ship- 
ments of the product and Scientific Research Grants. 
These deferred expenditures are being written off 
over five years. 


6. EUNDED DEBT 


First mortgage sinking fund 6% bonds 
maturing December 1, 1987 
(S29°-991 2 OOOFUIESS eae ce $32,265,193 


(blended payments of principal and 
interest are approximately $2,700,000 
U.S. annually) 

Less principal payment due within 
one year included in current liabilities 


($893,000 U33) cicee teat 960,715 
$31,304,478 


10. 


1a: 


12e 


In years when the company has an excess of produc- 
tion as defined by the indenture, additional principal 
amounts of bonds shall be redeemed. 


ROYALTY LOAN 


The principal and interest at 334% are payable only 
by application of a portion of the royalties received 
from the lessee of “C” ore zone. The principal out- 
standing at December 31, 1968 is $3,611,398 
($3,667,259 U.S.). 


CAPITAL STOCK 


The indenture securing the first. mortgage sinking 
fund 6% bonds provides that the company may not 
effect any reduction of or redeem any of its capital 
stock nor declare any dividends on any shares of its 
capital stock should the working capital be less than, 
or be reduced thereby below, $5,000,000. 


JOINT VENTURE 


The company signed a joint venture agreement in 
1965 covering a minimum period of 22 years, under 
which the joint venture partner acquired title to a 
specific tonnage of the company’s open pit ore 
reserves. The ore is being mined and pelletized by 
Steep Rock Iron Mines Limited. Pelletizing opera- 
tions commenced in September, 1967. 


BASIS OF CONVERSION OF ACCOUNTS CARRIED IN 
UNITED STATES DOLLARS 


Funded debt (non-current portion) and royalty loan 
have been converted at the rates of exchange pre- 
vailing on the dates the proceeds were received; in- 
vestments in U.S. securities were converted at the 
rates of exchange prevailing at the date of purchase. 
Other accounts, including current portion of the 
funded debt, have been converted at the rates of 
exchange prevailing at the year-end. 


CONTINGENT LIABILITIES 


The contingent liability with respect to mortgage 
guarantees on employees’ housing and to outstanding 
agreements amounts to approximately $466,000 at 
December 31, 1968. 


DEPRECIATION AND AMORTIZATION 


Depreciation is calculated in respect of some assets 
on a straight-line basis at annual rates ranging from 
5% to 334%3%, and in respect of some other assets on 
a unit-of-production basis. Depreciation on the pellet 
plant and ancilliary equipment is calculated on the 
sinking fund basis over 20 years, whereby the cost 
of the pellet plant and the interest on the sinking 
fund bonds are amortized in approximately equal 
amounts over the life of a long term contract for the 
production of pellets. These rates are designed to 


13. 


14, 


15. 


16. 


provide fully for the cost of the buildings, machinery 
and equipment over their useful lives. 


Deferred overburden removal (stripping) expendi- 
tures are charged to operating costs in the statement 
of earnings on the basis of tons of ore mined. De- 
ferred development expenditures are amortized on 
the basis of tons of direct ore shipped and pellets pro- 
duced in relation to the estimated ore reserves of pre- 
sently developed mines. The bases of amortization 
are subject to the economic recovery and sale of ore 
in sufficient quantity to fully amortize the deferred 
expenditures. 


OTHER STATUTORY INFORMATION 


The direct remuneration of directors and senior offi- 
cers amounted to $151,600 for 1968 ($185,269 for 
1967). 


PENSION BENEFITS 


Past service liabilities assumed by the company 
under its retirement plans amounted to approxi- 
mately $1,500,000 at December 31, 1968. The com- 
pany proposes that these liabilities will be paid and 
charged against earnings over periods ranging up to 
twenty-one years. 


INCOME TAXES 


Under the provisions of the income tax acts the 
company claims depreciation in excess of the 
amounts charged to earnings, and so no income taxes 
are payable for 1968 and 1967. Similarly develop- 
ment expenditures have been claimed in prior years 
in excess of the amounts charged to earnings. The 
taxes so deferred in this and prior years, calculated 
at the rates applicable in the respective years, amount 
to $17,896,000 of which $1,342,000 is applicable to 
1968 ($1,705,700 to 1967). These tax savings may 
be offset in future years when the amounts of de- 
velopment expenditures and depreciation which may 
be claimed for tax purposes will be less than the 
amounts then charged to earnings. 


UNITED STATES SECURITIES AND EXCHANGE 
COMMISSION FILING 


Statements filed with the above Commission are 
required to contain provisions for the depletion of 
mining properties and deferred income tax. In 
accordance with the company’s accounting practice 
no provision for depletion is entered in its books of 
account and deferred income tax is reported by way 
of a note to the financial statements (see Note 15). 


The amounts so charged in the statements to be filed 
with the United States Securities and Exchange 
Commission in respect of 1968 for depletion is 
$53,368 (total to date $1,566,025) and for deferred 
income tax is $1,342,000 (total to date $17,896,000). 


AUDITORS’ REPORT 
TO THE SHAREHOLDERS 


To the Shareholders of 
Steep Rock Iron Mines Limited 


We have examined the balance shect 
of Steep Rock Iron Mines Limited as at 
December 31, 1968 and the statements 
of earnings, retained earnings, deferred de- 
velopment expenditures and source and 
application of funds for the year then 
ended. Our examination included a general 
review of the accounting procedures and 
such tests of accounting records and other 
supporting evidence as we considered 


necessary in the circumstances. 


In our opinion, subject to the bases of 
amortization set out in Note 12 and except 
that the provision for income taxes has not 
been determined on the tax allocation basis 
(Note 15), these financial statements pre- 
sent fairly the financial position of the 
company as at December 31, 1968 and the 
results of its operations and the source and 
application of its funds for the year then 
ended, in accordance with generally ac- 
cepted accounting principles applied on a 
basis consistent with that of the preceding 
year. 


TuHorne, Gunn, HELLIWELL 
& CHRISTENSON 


CHARTERED ACCOUNTANTS 


TORONTO, CANADA 
JANUARY 17, 1969 


10 YEARS IN REVIEW 


1968 1967 1966 1965 1964 1963-1962 1961 1960-1959 
iho ak of Dollars) 


. Income 
> Sales and operating revenue — 
ee Gee en $14,279 10,202 10,283 10,325 10,519 8,520 7,733 9,684. 12,004 19,495 
Royalty and other income ........ 4712 4202 4053 4491 3,883 3,798 3,995. 214 2002 301 
18,991 14,404 14,336 14,816 14,402 12,318 11,728 11,828 14,006 19,796 — 
Operating expense ..........000000000 9,731 6080 6981 8390 6711 5,532 6069 5,870 7,200. 7402 
9,260 8324 7,355 6426 7601 6786 5.659 5958 G8Uc 12,403 : : 
Interest, ete 2,168 9 906 498 511-662 784 0 ik i 
> Profit before write-offs 0... 7,092 7,398 6,907 5,915 7,029 6,002 5,059 5,834 6,491 11,972 
Writcoffs ics, 3,116 | 2985 2343 3030 1,918 1497. 1305 1295 170 
3,976 4,413 4,564 3,885 5,111 4,565 3,854 4,439 4,771 9,515 
Outside exploration ............. _ 46 187. 219: 178 B97 185 Gk SD 
Other expenses 55. 97 Ss 24] $5. 184 168 5 48°. 119 (66) 
Proyincial taxes 0... (41) 400 
> Net earnings «0.0... Gs $ 3,833 4,138 4,104 3,627 4,799 4,200 3,434 4,030 4,158 9,049 
e Eamings per share 4....0....-05. $ 0.48 0.51 O51 045 000 052 G4 030 0.52 Lia 
> Dividends per share... $ 0.30 §9036 9036. 020. 025. 620 | .0a0 


® lron Ore “Tons (000) 


Sales and shipments .............. 1,334 = 1165-. 1236 1,264 1241. 1,033 963. 1214... 4,586 2,746 | 
Hoyaty Ore 2... 2,500 25326 2,085 -.2,446 200) 2003 2,003 = 1.009 765 
POM) (O08 i eae 3,834 3,491 3519 3,710 3,242 : 3.036 2,966 2,223 2,35) 2746 
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